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Summary 

Enacted on August 1, 2011, the Budget Control Act (BCA) as amended (P.L. 112-75, P.L. 112- 
240, P.L. 113-67) sets limits on defense spending between FY2012 and FY2021 that are playing a 
significant role in the debate about the appropriate level of defense spending. Each year, if 
Congress enacts a spending level that exceeds BCA caps for the defense base budget, the 
President is required to sequester or levy across-the-board cuts to each type of defense spending 
to meet the BCA caps. These spending levels are sometimes referred to as revised or “sequester” 
caps. War-designated funding (for “Overseas Contingency Operations”) is not subject to BCA 
caps. 

Under these limits, national defense spending decreased from the $578 billion requested in the 
FY2012 President’s Budget to $553 billion in FY2012 and $518 billion in FY2013, including a 
sequester. In the next two years, Congress complied with revised BCA caps, providing $521 
billion in FY2014 and the same amount in FY2015, thus basically setting a nominal freeze in 
spending for three years (without an increase to cover inflation). At the FY2015 low point of the 
BCA path, defense spending would be equivalent in real terms (the same purchasing power) to 
the level between FY2007 and FY2008 and would be somewhat below the recent FY2010 high 
point. 

For FY2016, the BCA caps for defense are slated to rise from $521 billion to $523 billion, a 
continuation of the nominal freeze for the base budget. In FY2016, the President requested 
funding of $561 billion, $38 billion above the BCA defense cap. To the extent that FY2016 
enacted appropriations for defense exceed this cap, a sequester will be triggered, requiring largely 
across-the-board decreases under current law. 

Following the nominal freeze, BCA caps provide annual increases in defense spending starting in 
FY2017 that average $13 billion, rising from $523 billion in FY2016 to $644 billion by FY2021, 
the last year of the BCA caps. These increases would provide sufficient funds to more than offset 
the effects of inflation, setting defense spending at about .005% real growth each year through 
FY2021. 

The current debate in Congress has centered on whether to (1) adjust the BCA defense caps 
upward; (2) move base budget spending to accounts designated for Overseas Contingency 
Operations (OCO) that are not subject to spending limits; (3) reduce the defense spending in the 
Administration’s request to comply with BCA revised caps; or (4) use some combination of these 
approaches, all in order to avoid a sequester. While DOD and other policymakers contend that 
BCA caps could make it difficult to meet future threats, other policymakers argue that defense 
spending could be reduced to comply with the caps and still provide DOD with the necessary 
capabilities. 

The recently passed conference version of the FY2016 budget resolution would meet sequester 
caps by transferring $38 billion from the defense base budget request to accounts designated for 
Overseas Contingency Operations that are exempt from the caps. This approach has been 
characterized as budget gimmickry and has reignited debate about whether war funding is a 
“slush fund.” The Flouse-passed version (FI.R. 1735) of the FY20166 National Defense 
Authorization Act (NDAA) moves $38.2 billion in Operation and Maintenance (O&M) funds 
requested in the base budget request to funds to be designated as OCO, and the Senate-reported 
version moves $39.0 billion in the same fashion. The Administration signaled that the President’s 
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advisors will recommend a veto of both H.R. 1735 and S. 1376 in part because of these transfers, 
which are characterized as risking “undermining a mechanism meant to fund incremental costs of 
overseas conflicts and fails to provide a stable, multi-year budget on which defense planning is 
based.” 

The FY2016 House-passed Defense Appropriations bill (H.R. 2685, H.Rept. 1 14-139), passed on 
June 11, 2015, and the Senate-reported bill (S. 1558, S.Rept. 114-63) both move $37.5 billion 
from the base request to OCO-designated accounts in Title IX. In statements of Administration 
Policy on both H.R. 2685 and S. 1558, OMB Director, Shaun Donovan, states that the President’s 
senior advisors would recommend a veto of these bills for the transfer as well as other reasons, as 
well as recommending a veto of “any other legislation that implements the current Republican 
budget framework, which blocks the investments needed for our economy to compete in the 
future.” 

This raises the possibility that all appropriations bills could face a veto prospect. The Senate was 
unable to bring up its DOD appropriations bill earlier in July, and discussion is ongoing about the 
need for a budget deal that would raise BCA caps with offsetting reductions elsewhere. If a deal is 
not reached, the prospect arises of a continuing resolution and possible government shutdown in 
October when the fiscal year begins. 

To count as OCO and be exempt from BCA caps, individual accounts in appropriations bills must 
include an OCO designation and the President must designate such funds as OCO after 
enactment. It is not clear whether the Administration would do that. The recently reported 
FY2016 Defense Appropriations bill (unnumbered) also moves $38.3 billion from the base 
request to OCO-designated accounts. 

Since enactment, both Congress and the Administration have adapted to the BCA caps. While 
Congress has raised the caps in the near term to ease DOD’s adjustment, it has left intact caps in 
later years. The Administration has made substantial adjustments to BCA limits by reducing its 
defense budget plans, shrinking the savings required to meet BCA caps for the decade from $1.0 
trillion in savings to $180 billion. 

With four of the ten years of the BCA limits completed, the gap between the FY2016 
Administration plan for total defense spending and BCA limits now in effect has narrowed. Over 
three-quarters of the savings needed are already incorporated in current Administration plans as 
of the FY2016 budget. To close this gap for the six remaining BCA years, Congress would have 
to reduce the Administration’s FY2016 plan by an average of 5% instead of the 16% originally 
required. 

There are a variety of savings approaches that DOD could take to adapt to BCA spending limits, 
such as: 

• temporary cuts (as were typical of the FY2013 sequester); 

• recurring savings from force structure decreases or compensation restraints: both 
would contribute enduring savings; and 

• efficiency savings that reduce the cost of carrying out various programs and 
activities. 

In a report to Congress last year, DOD outlined how it would meet the 4% cut of $1 15 billion in 
BCA cuts for FY2015-FY2019, its planning horizon at the time. DOD’s plan would rely heavily 
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on cuts to its modernization programs, and would make significant cuts to service readiness 
programs. In adapting to the BCA, DOD faces uncertainties in its future projections of cost, 
exacerbated by long-term trends in rising costs per troop that it is beginning to reverse. 
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Defense Spending Limits and the Budget Control 
Act (BCA) 



Enacted August 2, 20 1 1 , the Budget Control Act (BCA, P.L. 1 12-25) sets limits for National 
Defense spending for each year from FY2012-FY2021 that applies to the base budget. War 
spending — designated by both Congress and the President as for “emergencies” or for “Overseas 
Contingency Operations” (OCO) — is essentially exempt from these caps. 1 

Since enactment, the appropriateness and potential effects of the BCA spending caps on defense 
spending have generated a vigorous debate. Passed by strong majorities in both houses — 269-161 
in the Flouse and 74-26 in the Senate — the spending limits reflected concerns about increases in 
the federal deficit. 2 

In return for a $2.1 billion increase in the debt limit, the BCA reduced the Congressional Budget 
Office (CBO) baseline for total discretionary spending by the same amount by setting annual 
limits for FY2012-FY2021 that, if necessary, would be enforced by a sequester. The decrease to 
the deficit focused almost entirely on the discretionary spending that is appropriated annually and 
makes up about one -third of total federal spending; the two-thirds of the budget for direct or 
mandatory spending, primarily for entitlement programs like Social Security and Medicare, was 
not affected. 

To achieve the $2. 1 trillion in required savings, the Budget Control Act set “initial caps” that 
would reduce discretionary spending by $1.0 trillion over the ten-year decade, FY2012- 
FY2021 — with half for defense and half for nondefense. A second tranche of savings was to be 
based on a plan to be developed by the congressionally established, bipartisan, Joint Committee 
on Deficit Reduction (or Super Committee). 

When that committee was unable to develop a plan to ensure these savings, the BCA provided 
that a second set of “revised caps” or “Joint Committee limits” would go into effect for National 
Defense, budget function 050 that is comprised primarily of the Department of Defense or DOD 
(budget function 051) and “nondefense” or all other discretionary programs. For FY2013, the Act 
required that the President order a sequester to reduce the enacted level for defense by the amount 
specified. 3 Under a sequester, OMB calculates the pro rata percentage cut to each type of 
spending or program that is necessary to reach the BCA limit and cancels that budget authority. 4 
(For more detail, see Appendix A.) 



1 The caps are raised to accommodate this spending; see §25 1(b)(2)(A) of the Balanced Budget and Emergency Deficit 
Control Act of 1985 (hereinafter BBEDCA). Caps are set in terms of Budget Authority (BA). All figures are BA unless 
listed otherwise. 

“ BNA, Daily Report for Executives, “U.S. Budget CBO Projects Deficit to Shrink Again But Warns Slow Economy 
Likely to Persist,” 8-25-12. 

3 OMB, Sequester Preview Report to the President and Congress for Fiscal Year 2014 and OMB Report to the 
Congress on the Joint Committee Reductions for Fiscal Year 2014, p. 3, April 10, 2013, May 20, 2013. 

4 OMB, Final Sequestration Report to the President and Congress for Fiscal Year 2012, January 2012, p. 3; 
http://www.whitehouse.gov/sites/default/files/omb/assets/legislative_reports/sequestration/ 
sequestration_final_j an20 1 2 .pdf. 
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After FY2013, a sequester is required only to the extent that annual enacted appropriations breach 
or exceed separate defense and nondefense “revised caps” or “limits” set in the BCA. The breach 
would be eliminated by the sequester. Some commentators refer to these limits as “sequester” 
caps, presumably because spending above these levels would trigger a sequester (for more detail, 
see Appendix A). 

The President’s request for FY2016 exceeds the BCA cap by $38 billion. If Congress were to 
enact that amount, a sequester would be triggered. Congress is currently debating its response, 
which could range from raising the caps themselves with new statutory language, to cutting 
defense spending to comply with the cap, to designating base budget spending as Overseas 
Contingency Operations (OCO) to avoid breaching the caps. S.Con.Res. 11, the FY2016 budget 
resolution, FI.R. 1375, Flouse-passed FY2016 National Defense Authorization Act (NDAA), S. 
1376, the Senate-reported NDAA all propose moving and designating $38 billion in funds 
requested in the base budget as for OCO so as to avoid a sequester. To be exempt from BCA caps, 
funds must be designated as OCO in both appropriations act language and by the President after 
enactment. 5 

The President has signaled that his advisors would recommend a veto of either H.R. 1375 or S. 
1376 in part because of this reliance on transferring base funds to OCO, which is characterized as 
“undermining a mechanism meant to fund incremental costs of overseas conflicts and fails to 
provide a stable, multi-year budget on which defense planning is based. . . [and] ignores the long- 
term connection between national security and economic security and fails to account for vital 
national security functions carried out at non-defense agencies.” 6 

This report uses the terms “BCA revised limits” or “BCA caps” to refer to the BCA caps as 
amended by the American Taxpayer Relief Act (ATRA, PL. 112-240) and the Bipartisan Budget 
Act (BBA, PL. 113-67) that Congress must meet to avoid a sequester. 7 Unless indicated 
otherwise, all figures are budget authority (BA) for the defense base budget, which excludes 
funds designated as emergency or for OCO that are not subject to BCA caps. 

In testimony by defense spokesmen, these BCA spending limits or revised caps are often used to 
refer to two different dilemmas faced by Congress: 

• reducing defense spending to ensure compliance with BCA caps to avoid an 
across-the-board reductions; or 

facing the potential effects of a sequester itself on the defense programs and 
activities if Congress does not meet the limits. 



5 §25 1 (b)(2)(A) of the Balanced Budget and Emergency Deficit Control Act of 1985. 

6 OMB, Statement of Administration Policy, ” S. 1376 - National Defense Authorization Act for FY 2016, June 2, 
2015; https://www.whitehouse.gOv/sites/default/files/omb/legislative/sap/l 14/sapsl376s_20150602.pdf; see also, 
OMB, Statement of Administration Policy, “H.R. 1735 - National Defense Authorization Act for FY 2016;” 
“https://www.whitehouse.gOv/sites/default/files/omb/legislative/sap/l 14/saphrl 735r_20150512.pdf. 

7 In its report, the Office of Management and Budget, responsible for reporting BCA spending limits, refers to the 
initial caps as the “original limits,” and to adjustments to those limits as “Joint Select Committee on Deficit Reduction 
Enforcement,” and the lowered or revised caps as “Revised Limits;” see OMB, Sequestration Preview Report to the 
President and Congress for Fiscal Year 2016, February 2, 2015, p.4; http://www.wliitehouse.gov/sites/default/files/ 
omb/assets/legislative_reports/ sequestration/20 1 6_sequestration_preview_report_president.pdf. 
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Alternate Approaches to BCA Caps 

Congress could respond to the current, statutory FY2016 defense spending caps with various 
approaches, including: 

• transferring funds from DOD’s base budget to OCO-designated accounts that are 
not subject to caps, as proposed in the conference version of S.Con.Res. 1 1 , the 
FY20 1 6 budget resolution; 

• reducing the President’s request by $38 billion or 5.6% through targeted cuts in 
order to comply with BCA limits; 

• enacting some targeted cuts and relying on a small ( 1 -2%, for example), 
sequester to comply with BCA caps; 

• enacting the request and relying entirely on an across-the-board sequester to meet 
BCA spending limits; or 

• raising current defense and nondefense caps by some amount and complying 
with those caps. 



Congressional Choices 

To help frame these choices about how to respond to the BCA revised or “sequester” caps on 
defense spending, this report 

• explains congressional adjustments of the caps and Administration reactions; 

• describes the Administration’s position and DOD concerns; 

• analyzes defense spending levels in the FY2016 annual budget resolution; 

• places BCA caps in historical perspective; 

• outlines different types of savings that could help comply with the caps; 

• analyzes DOD’s current plan for compliance, and 

• describes budget uncertainties faced by DOD in responding to spending limits. 

Adapting to BCA Spending Limits 

BCA caps are set in terms of National Defense (budget function 050), of which DOD constitutes 
about 95%. 8 The story for DOD (budget function 051) follows the same lines as for National 
defense. The discussion below focuses on National Defense; later sections focus on DOD, which 
is the center of the defense spending debate. 

Between FY2012 and FY2015, the gap between the Administration’s defense spending plans and 
the BCA spending limits narrowed. Based on CBO’s estimate, the original BCA limits required a 



8 Defense-related programs in the Department of Energy for nuclear weapons and the Department of Justice for 
counter-terrorism make up most of the remainder. 



Congressional Research Service 



3 



